
Ms . Virginia K. Flow e rs
A s s is tant Re gional Com m is s ione r
   for M anage m e nt and O pe rations Support
Social Se curity Adm inistration, Re gion III
P.O . Box 8788
Ph ilade lph ia, Pe nnsylvania  19 101

D e ar M s . Flow e rs :

Th e  e nclos e d final re port pre s e nts  th e  re s ults  of our audit of th e  adm inistrative
costs  claim e d by th e  Pe nnsylvania State  D e partm e nt of Labor and Industry for its
Bure au of D isability  D ete rm ination (PA-BDD) (A-13-9 7-52019 ).  W e  re vie w e d th e
adm inistrative  costs  of $144,831,9 76 for th e  Social Se curity Adm inistration
disability de te rm inations  claim e d as  of June  30, 19 9 7 for th e  Fiscal Ye ars  (FY)
e nde d Se pte m be r 30, 19 9 4, 19 9 5, and 19 9 6.

W h ile  th e  re s ults  of our audit indicate  th at cost claim e d by PA-BDD  w e re  allow able
and prope rly allocate d and th at aggre gate  funds draw n dow n agre e d w ith  total
e xpe nditure s , w e  note d one  inte rnal control is s ue  re lating to th e  draw  dow n of
funds .  Bas e d on our re vie w  of th e  State  Com ptrolle r’s  Office , Bure au of Financial
M anage m e nt, w e  ide ntifie d an e rror w h e re  funds  w e re  draw n dow n from  th e
w rong FY funding source .  Be caus e  controls  w e re  not in place  to re adily de te ct
such  e rrors , th e  e rror w e nt unde te cte d for about 9  m onth s .  As such , w e
re com m e nde d q uarte rly re conciliations  of draw  dow ns  to e xpe nditure s  for e ach
FY.  Since  our draft re port, th e  State  age ncy (SA) h as  indicate d th at it h as
de ve lope d w ritte n proce dure s  to instruct staff on h ow  to re concile  draw  dow ns by
FY.  W e  ack now le dge  th e  SA’s  corre ctive  action and urge  SA staff to com ply w ith
th e  pre s cribe d guidance .

You m ay w is h  to com m e nt on any furth e r action tak e n or conte m plate d.  If you
ch oos e  to com m e nt, ple as e  provide  your com m e nts  w ith in th e  ne xt 60 days .  If
you w is h  to discus s  th e  final re port, ple as e  call m e  or h ave  your staff contact
Donald G. Frank lin, D ire ctor, Syste m s  and Financial M anage m e nt Audits , at
(410) 9 65-9 706.

Since re ly,

Pam e la J. Gardine r
As s is tant Inspe ctor Ge ne ral
   for Audit
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D e ar M s . Flow e rs :

Th is  final re port pre s e nts  th e  re s ults  of our audit of adm inistrative  costs  claim e d by
th e  Pe nnsylvania (PA) State  D e partm e nt of Labor and Industry (L& I) for its  Bure au
of D isability  D ete rm ination (PA-BDD).  PA-BDD  pe rform s disability de te rm inations
unde r th e  Social Se curity Adm inistration’s  (SSA) D isability Insurance  (DI) and
Supple m e ntal Se curity Incom e  (SSI) program s .  Th e  obje ctive s  of our audit w e re
to:

• de te rm ine  w h e th e r costs  claim e d on th e  State  Age ncy Re port of O bligations
for SSA D isability Program s  (Form  SSA-4513) for th e  pe riod O ctobe r 1, 19 9 3
th rough  Se pte m be r 30, 19 9 6, w e re  allow able  and prope rly allocate d;

• de te rm ine  if th e  aggre gate  of th e  SSA funds draw n dow n agre e d w ith  total
e xpe nditure s  for th e  Fiscal Ye ars  (FY) 19 9 4 th rough  19 9 6 disability
de te rm inations; and

• e valuate  inte rnal controls  ove r th e  accounting and re porting of th e
adm inistrative  costs  claim e d, as  w e ll as  of th e  draw  dow n of SSA funds .

W e  re vie w e d th e  adm inistrative  costs  of $144,831,9 76 for SSA disability
de te rm inations  claim e d as  of June  30, 19 9 7 for th e  ye ars  e nde d Se pte m be r 30,
19 9 4, 19 9 5, and 19 9 6.  O ur proce dure s  w e re  de s igne d to de te rm ine  w h e th e r
costs  w e re  allow able  and prope rly allocate d and SSA funds  w e re  accounte d for
prope rly.  Also, w e  re vie w e d inte rnal controls  ove r th e  accounting, re cording, and
re porting of transactions .  Th e  re s ults  of our te s ts  indicate d th at, w ith  re s pe ct to
th e  ite m s  te s te d, PA-BDD  com plie d in all m ate rial re s pe cts  w ith  th e  Fe de ral cost
principle s  and re gulations .  Spe cifically, costs  claim e d by PA-BDD  w e re  allow able
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and prope rly allocate d and th at aggre gate  funds draw n dow n agre e d w ith  total
e xpe nditure s .  W ith  th e  e xce ption of one  inte rnal control is s ue , w e  be lie ve  th e
inte rnal controls  for th e  ite m s  te s te d provide d a re asonable  bas is  for th e
accounting and re porting of adm inistrative  costs  claim e d by PA-BDD .  For th os e
ite m s  not te s te d, noth ing cam e  to our atte ntion to indicate  th at th e  unte s te d ite m s
w e re  not in com pliance  w ith  applicable  law s  and re gulations .

For th e  inte rnal control is s ue  ide ntifie d during th e  audit, th e  State  age ncy (SA)
provide d us  w ith  com m e nts  indicating it h as  tak e n ste ps  to im ple m e nt our
re com m e ndation.  SSA advis e d us  th at it h ad no furth e r com m e nts .  Se e
Appe ndix D  for th e  full te xt of th e  SA’s  com m e nts .

INTRODUCTIO N

 Th e  D I program  w as  e s tablis h e d in 19 54 unde r title  II of th e  Social Se curity Act
(th e  Act).  Th e  program  is  d e s igne d to provide  be ne fits  to w age  e arne rs  and th e ir
fam ilie s  in th e  e ve nt th e  w age  e arne r be com e s  disable d.  In 19 72, Congre s s
e nacte d title  XVI, th e  SSI program .  Title  XVI of th e  Act provide s  a nationally
uniform  program  of incom e  to financially ne e dy individuals  w h o are  age d, blind, or
disable d.
 
 SSA is  prim arily re s pons ible  for im ple m e nting th e  ge ne ral policie s  for de ve loping
disability claim s  unde r th e  D I and SSI program s .  D isability de te rm inations  unde r
both  DI and SSI are  pe rform e d by an age ncy in e ach  State  according to Fe de ral
re gulations .  To carry out its  obligation, e ach  SA is re s pons ible  for de te rm ining th e
claim ants’ disabilitie s  and e nsuring th at ade q uate  e vide nce  is  available  to support
its  dete rm inations .  To as s is t in m ak ing prope r disability de te rm inations , e ach  SA is
auth orize d to purch as e  m e dical e xam inations , x-rays, and laboratory te s ts  on a
consultative  bas is  to supple m e nt e vide nce  obtaine d from  claim ants’ ph ys icians  or
oth e r tre ating source s .
 
 SSA pays th e  SA for 100 pe rce nt of allow able  e xpe nditure s .  Each  ye ar, SSA
de te rm ine s  th e  am ount of funding auth orization.  O nce  approve d, e ach  SA is
allow e d to w ith draw  SSA funds  th rough  th e  D e partm e nt of H e alth  and H um an
Se rvice s’ (H H S) Paym e nt M anage m e nt Syste m  (PM S) to m e e t im m e diate  program
e xpe ns e s .  H H S’ D ivis ion of Paym e nt M anage m e nt is  re s pons ible  for ope rating th is
ce ntralize d paym e nt syste m .  Cas h  draw n from  th e  D e partm e nt of th e  Tre asury
(Tre asury) to pay for program  e xpe nditure s  is  to be  draw n according to Part 205
of Title  31 of th e  Code  of Fe de ral Re gulation (CFR) and in accordance  w ith
inte rgove rnm e ntal agre e m e nts  e nte re d into by Tre asury and th e  State s  unde r th e
auth ority of th e  Cas h  M anage m e nt Im prove m e nt Act of 19 9 0 (CM IA), Public
Law  101-453, 104 Stat. 1058, as  am e nde d.  At th e  e nd of e ach  q uarte r of th e
Fe de ral  FY, e ach  SA subm its  to SSA a "State  Age ncy Re port of O bligations  for



Page  3 - M s . Virginia K. Flow e rs

SSA D isability Program s" (Form  SSA-4513) to account for program  disburs e m e nts
and unliq uidate d obligations .  An advance  or re im burs e m e nt for costs  unde r th e
program  m ust be  m ade  according to th e  O ffice  of M anage m e nt and Budge t (O M B)
Circular A-87, “Cost Principle s  for State  and Local Gove rnm e nts .”
 
 PA-BDD  is  a com pone nt w ith in th e  PA L& I.  PA-BDD’s  sole  w ork  is  proce s s ing
SSA disability de te rm inations .  PA-BDD  m aintains  3 locations  and e m ploys
approxim ate ly 600 pe rsonne l.  Its budge t of $151,69 9 ,355 w as  auth orize d by
SSA for disability de te rm inations  for th e  audite d FYs 19 9 4 th rough  19 9 6.
 
 PA-BDD’s  financial re porting functions  are  prim arily th e  re s pons ibility of th e  State
Com ptrolle rs  Office , Bure au of Financial M anage m e nt (SCO BFM ).  Payroll is
transacte d by th e  State  O ffice  of th e  Budge t, Payroll D ivis ion.  Allocation of
indire ct costs  is done  according to an L& I indire ct cost agre e m e nt th at is  approve d
by th e  U.S. D e partm e nt of Labor.
 

 SCO PE
 
O ur audit of PA-BDD  adm inistrative  costs  for FY’s  19 9 4 th rough  19 9 6 w as
pe rform e d in accordance  w ith  ge ne rally acce pte d gove rnm e nt auditing standards .
Th e  obje ctive s  of our audit w e re  to:

§ de te rm ine  w h e th e r costs  claim e d on th e  Form  SSA-4513 for th e  pe riod
O ctobe r 1, 19 9 3 th rough  Se pte m be r 30, 19 9 6, w e re  allow able  and prope rly
allocate d;

 
§ de te rm ine  if th e  aggre gate  of th e  SSA funds draw n dow n agre e d w ith  total

e xpe nditure s  for th e  FYs 19 9 4 th rough  19 9 6 disability de te rm inations; and

§ e valuate  inte rnal controls  ove r th e  accounting and re porting of th e
adm inistrative  costs  claim e d, as  w e ll as  of th e  draw  dow n of SSA funds .

 
 W e  obtaine d sufficie nt e vide nce  to e valuate  th e  financial transactions  to de te rm ine
if th e y are  allow able  unde r O M B Circular A-87 and appropriate  as  define d by
SSA's  Program  O pe rations  Manual Syste m  (PO M S).  To accom plis h  our obje ctive s ,
w e :
 
§ re vie w e d Title  20 CFR s e ctions , th e  PO M S, and oth e r instructions  pe rtaining to

adm inistrative  costs  incurre d by PA-BDD  and to th e  draw  dow n of SSA funds
cove re d by th e  CM IA agre e m e nt;

 
§ inte rvie w e d PA-BDD  pe rsonne l, L& I inte rnal auditors , th e  PA Auditor Ge ne ral’s

staff, and SSA's  staff at th e  Ph ilade lph ia Re gional O ffice  of D isability;
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§ re vie w e d PA-BDD’s  ge ne ral policie s  and proce dure s;
§ re vie w e d inte rnal controls  re garding accounting and financial re porting, and

cas h  m anage m e nt activitie s;
 
§ pe rform e d an e xam ination of th e  adm inistrative  e xpe nditure s  (pe rsonne l,

m e dical s e rvice , indire ct, and all oth e r nonpe rsonne l costs) incurre d and
claim e d by PA-BDD  for th e  pe riod O ctobe r 1, 19 9 3 th rough
Se pte m be r 30, 19 9 6;

 
§ re concile d th e  official State  accounting re cords  to th e  adm inistrative  costs

re porte d by PA-BDD  to SSA on th e  Form  SSA-4513 re port for th e  pe riod
O ctobe r 1, 19 9 3 th rough  Se pte m be r 30, 19 9 6; and

 
§ com pare d th e  am ount of SSA funds draw n for support of program  ope rations

to th e  allow able  e xpe nditure s .

W e  te s te d docum e nts  supporting th e  costs  claim e d by PA-BDD  for th e  pe riod
O ctobe r 1, 19 9 3 th rough  Se pte m be r 30, 19 9 6, as  re porte d to SSA as  of
June  30, 19 9 7.

Th e  w ork  w as  pe rform e d at PA-BDD  s ite s  locate d in H arrisburg, Gre e nsburg, and
W ilk e s -Barre , Pe nnsylvania; th e  pare nt age ncy, PA L& I; SCO BFM ; th e  O ffice  of
Budge t, Payroll D ivis ion; and SSA H e adq uarte rs  in Baltim ore , M aryland (s e e
Appe ndix E for organization of SSA).  Th e  fie ld w ork  w as  conducte d from  August
th rough  Nove m be r 19 9 7.

FINDING

Th e  re s ults  of our te s ts  indicate d th at, w ith  re s pe ct to th e  ite m s  te s te d, PA-BDD
com plie d in all m ate rial re s pe cts  w ith  th e  Fe de ral cost principle s  and re gulations .
For th os e  ite m s  not te s te d, noth ing cam e  to our atte ntion to indicate  th at th e
unte s te d ite m s  w e re  not in com pliance  w ith  applicable  law s  and re gulations .  W e
did, h ow e ve r, note  a de ficie ncy in PA-BDD’s  inte rnal controls  ove r draw  dow ns .

INTERNAL CONTROLS OVER DRAW  DOW NS

PA-BDD  m anage m e nt is  re s pons ible  for adopting sound accounting policie s  and for
e s tablis h ing and m aintaining an inte rnal control structure  th at w ill, am ong oth e r
th ings , re cord, proce s s , s um m arize , and re port financial data th at is  cons iste nt
w ith  m anage m e nt’s  cost as s e rtions  e m bodie d in th e  Form s SSA-4513 re porte d to
SSA.  M anage m e nt controls  are  th e  organization, policie s , and proce dure s  us e d to
re asonably as sure :  (i) as s e ts  are  s afe guarde d against los s  from  unauth orize d us e
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or dispos ition; (ii) th e  e xe cution of transactions  are  in accordance  w ith  th e  budge t
auth ority and w ith  applicable  law s  and re gulations; and (iii) prope r re cording,
proce s s ing, and sum m arizing of transactions  pe rm it th e  pre paration of financial
re ports  and to m aintain accountability for as s e ts .

Th e  draw ing of SSA funds  to pay PA-BDD  e xpe nditure s  is  th e  re s pons ibility of th e
SCO BFM  s taff w h o is  as s igne d accounting and draw  dow n re s pons ibilitie s  ove r th e
L& I including PA-BDD .  According to CM IA, draw  dow n of funds  s h ould only be
m ade  w h e n le gitim ate  e xpe nditure s  e xist and th e re  is  an im m e diate  ne e d for funds .
Th is  is  to e ncourage  State s  to pay only prope r ch arge s  and not m aintain unus e d
funds .  SSA funds  appropriate d for a FY m ust be  obligate d in th at ye ar.  Th os e  FY
funds  m ust be  us e d to pay e xpe nditure s  re s ulting from  th e  FY obligations  and
cannot be  applie d to oth e r ye ars’ obligations .

Th e  audit of th e  draw  dow ns  of SSA funds  for paying PA-BDD  e xpe nditure s  found
th at total SSA funds draw n for th e  3 FYs audite d m atch e d clos ely to total PA-BDD
costs .  H ow e ve r, w e  note d an instance  w h e re  a draw  dow n e rror w as  m ade  w h ich
w as  late r corre cte d.  Th e  audit found ove r $1.6 m illion w as draw n incorre ctly from
a PM S allotm e nt account to pay FY 19 9 6 obligate d e xpe nditure s  in April 19 9 6.
Th e  funds  to pay th e s e  e xpe nditure s  w e re  e rrone ously obtaine d from  FY 19 9 5
funds , th us  cre ating th e  e ffe ct of ove r draw ing on 1 ye ar and unde r draw ing on
th e  ne xt.

H ad th e re  be e n prope r inte rnal controls  to e nsure  th at funds  w e re  draw n from  th e
corre ct FY funding source , th is  e rror could h ave  be e n de te cte d m ore  tim e ly.  W h ile
th e  SA conte nds  th e re  w e re  proce dure s  for re conciling total draw  dow ns , w e
ide ntifie d no w ritte n proce dure s  instructing SCO BFM  s taff to pe rform  routine
re conciliations  of q uarte rly draw  dow ns  and e xpe nditure s  by FY.  As such , th e
$1.6 m illion e rror w e nt unde te cte d for approxim ate ly 9  m onth s  until January 19 9 7
w h e n th e  e rror w as  dete cte d.  SCO BFM  s taff corre cte d th e  e rror and re allocate d
$1.6 m illion back  into th e  corre ct PM S allotm e nt account.  An e rror of th is  k ind
can le ad to fund control proble m s  th at could adve rs ely e ffe ct th e  ope rations  of
PA-BDD  and, at th e  Fe de ral le ve l, le ad to e rrors  in budge tary re ports  and violations
of appropriation law .

CO NCLUSIO N

 In our draft re port, w e  re com m e nde d th at SSA instruct SCO BFM  to im prove
inte rnal controls  ove r draw  dow ns by re conciling q uarte rly draw  dow ns  to
e xpe nditure s  for e ach  FY.  Since  th e n, th e  SA h as  provide d com m e nts  indicating it
h as  deve lope d w ritte n proce dure s  to instruct staff h ow  to pe rform  re conciliations
of q uarte rly draw  dow ns by FY.  W e  ack now le dge  th e  corre ctive  action tak e n by
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th e  SA.  Be caus e  adh e re nce  to th e  pre s cribe d re conciliation guidance  is  k e y to
e nsuring th at funds  are  draw n from  th e  corre ct FY funding source , w e  urge  SA
staff to com ply w ith  th e  w ritte n proce dure s .
 

 Since re ly yours ,
 
 
 
 
 Pam e la J. Gardine r
 As s is tant Inspe ctor Ge ne ral
    for Audit
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A-1

O BLIGATIO NS REPO RTED/ALLO W ED
PENNSYLVANIA BUREAU O F DISABILITY DETERM INATIO N

FO R FISCAL YEAR 19 9 4 AS O F JUNE 30, 19 9 7

TO TAL O BLIGATIO NS UNLIQUIDATED  OBLIGATIO NS

CO STS REPO RTED

NET
RECO M M ENDE

D
ADJUSTM ENTS

ALLO W ABLE REPO RTED

NET
RECO M M ENDED
ADJUSTM ENTS ALLO W ABLE REPO RTED

PERSO NNEL $26,514,016  $0 $26,514,016 $0 $0 $0 $26,514,016

M EDICAL 11,787,465 0 11,787,465 0 0 0 11,787,465

INDIRECT 572,153 0 572,153 0 0 0 572,153

ALL O TH ER 5,876,163  0 5,876,163 76,266 0 76,266 5,79 9 ,89 7

TO TAL $44,749 ,79 7 0 $44,749 ,79 7 $76,266 $0 $76,266 $44,673,531



B-1

O BLIGATIO NS REPO RTED/ALLO W ED
PENNSLYVANIA BUREAU O F DISABILITY DETERM INATIO N

FO R FISCAL YEAR 19 9 5 AS O F JUNE 30, 19 9 7

TO TAL O BLIGATIO NS UNLIQUIDATED  OBLIGATIO NS

CO STS REPO RTED

NET
RECO M M ENDED
ADJUSTM ENTS ALLO W ABLE REPO RTED

NET
RECO M M ENDED
ADJUSTM ENTS ALLO W ABLE REPO RTED

PERSO NNEL $29 ,233,568 $0 $29 ,233,568 $0 $0 $0 $29 ,233,568

M EDICAL 14,062,443 0 14,062,443 0 0 0 14,062,443

INDIRECT 1,066,09 5  0 1,066,09 5 0 0 0 1,066,09 5

ALL O TH ER  5,820,121  0  5,820,121  231,009 0  231,009  5,589 ,113

TO TAL $50,182,227 0 $50,182,227 $231,009 0 $231,009 $49 ,9 51,219



C-1

O BLIGATIO NS REPO RTED/ALLO W ED
PENNSLYVANIA BUREAU O F DISABILITY DETERM INATIO N

FO R FISCAL YEAR 19 9 6 AS O F JUNE 30, 19 9 7

TO TAL O BLIGATIO NS UNLIQUIDATED  OBLIGATIO NS

CO STS REPO RTED

NET
RECO M M ENDED
ADJUSTM ENTS ALLO W ABLE REPO RTED

NET
RECO M M ENDE

D
ADJUSTM ENTS

ALLO W ABLE REPO RTED

PERSO NNEL $29 ,601,807            $0 $29 ,601,807 $51,013 $0 $51,013 $29 ,550,79 4

M EDICAL 15,853,827 0 15,853,827 1,676,441 0 1,676,441 14,177,386

INDIRECT 1,123,69 0 0 1,123,69 0 0 0 0 1,123,69 0

ALL O TH ER  5,849 ,89 6  0  5,849 ,89 6  49 4,539 0  49 4,539  5,355,357

TO TAL $52,429 ,220 0 $52,429 ,220 $2,221,9 9 3 0 $2,221,9 9 3 $50,207,227
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APPENDIX D

STATE AGENCY CO M M ENTS
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APPENDIX E

MAJO R REPO RT CO NTRIBUTO RS

Th is  audit re port w as  pre pare d by th e  O ffice  of Audit, Financial M anage m e nt
Audits  Te am  in Baltim ore , unde r th e  dire ction of Donald Frank lin, D ire ctor.  Audit
staff include d:

Gale  Stone , Audit M anage r
Sig W isow aty, Auditor In Ch arge
Joh n Be ach am , Auditor

Additional as s is tance  from :

Ph ilip Rogofs k y, Se nior Auditor
Ste ve  Sach s , Se nior Auditor
Patrick  K e nne dy, Se nior Auditor, EDP support

For additional copie s  of th is  re port, ple as e  contact th e  O ffice  of th e  Inspe ctor
Ge ne ral’s Public Affairs Spe cialist at (410) 9 66-9 135.  Re fe r to Com m on
Ide ntification Num be r A-13-9 7-52019 .
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APPENDIX F

SSA  ORGANIZ ATIO NAL CH ART


